Our study is motivated by recent FASB proposals for increased current period tax cash flow disclosures to "give users additional information to make predictions about…future cash flows." These proposals assume tax cash flow is relevant to investors. To test this assertion, we examine how well tax cash flow and tax expense explain both future tax cash flow and variation in contemporaneous stock returns. Our results suggest the incremental predictive power of current period tax cash flow for future tax cash flow is greater on average than that of tax expense. Tax cash flow also dominates tax expense in explaining returns, on average, which further supports tax cash flow as more value relevant than tax expense. However, despite observing a sharp increase in the relative predictive power of current tax cash flow after FIN 48, we find evidence that tax expense is more associated with returns. Our results provide evidence about how investors value firms' income taxes and suggest the FASB's proposal for additional taxes paid disclosuresparticularly around tax uncertainty -will be useful to investors.
. These proposed changes stem from concerns that existing tax disclosures do not provide users with sufficient information to predict the amount, timing, and uncertainty of future tax cash flow (FAF 2013) . Specifically, the information currently required by ASC 740 Accounting for Income Taxes "may not be detailed enough for users to analyze the cash effects associated with income taxes…and estimate future tax payments" (FAF 2013, 1) . Many of the proposed amendments are therefore intended to provide more information about current period tax cash flow to allow financial statement users to better understand how tax expense is associated with future tax cash flow and, therefore, with firm value.
Proposing more tax cash flow disclosures than what is currently required suggests the FASB believes tax cash flow is decision-useful to investors, and that it has become more decision useful since the current tax disclosure requirements were issued.
1 One example of the ED's focus on enhanced tax cash flow disclosures is the proposal to require disaggregation of settlements with tax authorities to separately identify those settled in cash from those settled with tax attributes such as tax loss carryovers. 2 This proposal highlights the fact that increased complexity in accounting for income taxes over time (e.g., after FIN 48 adoption) has perhaps made tax expense less relevant for predicting future cash flows (and therefore less useful in assessing firm value), and that additional tax cash flow disclosures will benefit investors.
1 Firms are currently required to disclose only aggregated cash taxes paid for the year. 2 The ED also proposes disclosure of cash taxes paid by material jurisdiction. We discuss our analysis of the relevance of tax cash flow and tax expense for multinational entities in Section IV.
However, many constituents have expressed concerns about the potential cost of these proposed disclosures, and one-fifth of the comment letters submitted to date oppose the ED in its entirety (Thompson Reuters 2017) . Therefore, although the comment letter period ended in September 2016, the FASB is still deliberating the ED. Our study informs these deliberations.
While we cannot directly test the decision-usefulness of the proposed disclosures, we believe our findings speak to the potential benefits of additional tax cash flow disclosures by providing largescale empirical evidence on the relative decision-usefulness of tax cash flow and tax expense. 3 Our study also offers new insights into which summary measure of taxes -tax cash flow or tax expense -is most relevant to investors for valuation. Although income taxes paid average 30 percent of operating cash flow among profitable firms over the last 25 years (Dyreng, Hanlon, Maydew and Thornock 2016) , there is little evidence on their relevance either in isolation or relative to income tax expense. We therefore believe our study should also be of interest to researchers and managers.
To assess relevance, we follow prior studies (e.g., Francis, Schipper and Vincent 2003; Kim and Kross 2005) and examine both the predictive ability of tax cash flow and tax expense for future tax cash flow, and the relative and incremental explanatory power of these measures for contemporaneous stock returns. Our results provide evidence regarding how each of these accounting measures is aligned with the information investors use for equity valuation.
Information is capable of making a difference (i.e., is relevant) only if it helps at least a subset of users "make new predictions, confirm or correct prior predictions, or both" (FASB 2010, 25) . The recent ED explicitly states that the FASB intends the proposed disclosures to assist financial statement users in predicting future cash flow. 4 Therefore, our first set of tests focuses 3 The FASB's Conceptual Framework for Financial Reporting notes that the objective of financial reporting is to produce decision-useful information. To be useful, financial information must be both relevant and faithfully represent what it purports to represent (FASB Statement of Financial Accounting Concepts No. 8) . 4 For example, see comments regarding future tax payments and future cash flows in paragraphs BC18a and BC19.
on the ability of current-period tax cash flow and tax expense to predict future tax cash flow. We provide evidence that the combined predictive ability of current period tax cash flow and tax expense for future tax cash flow has increased over time and that this increase is attributable to the growing incremental predictive ability of tax cash flow. On average, the incremental explanatory power of current period tax cash flow is nearly eight percentage points higher than that of current period tax expense. Further, we note a significant increase (decrease) in the incremental explanatory power of tax cash flow (tax expense) following the effective date of FIN 48. We observe that the coefficients on tax cash flow and tax expense are both significantly positive, suggesting that each measure has predictive ability. However, the coefficient on tax expense decreases over the sample period while the coefficient on tax cash flow increases. Inferences are robust to measuring future tax cash flow in t+1 or on average from t+1 through t+5. These findings are consistent with increased complexity in the accrual component of income tax expense weakening the relation between current period tax expense and future tax cash flow over time, and
suggests more information about current period tax cash flow could be decision-useful to investors.
Our next set of analyses assesses value relevance based on the explanatory power of tax cash flow and tax expense for returns. We adopt the research design in Francis et al. (2003) and estimate contemporaneous 12-month returns as a function of taxes paid and/or income tax expense.
We evaluate both the relative and incremental explanatory power of the two measures. To assess relative explanatory power, we estimate returns as a function of either tax cash flow or tax expense and use a Vuong (1989) test to determine if one model has significantly greater explanatory power than the other. We find the explanatory power of the model that includes taxes paid is significantly greater than the explanatory power of the model that includes tax expense, which is consistent with investors recognizing that current period tax cash flow has greater predictive ability for future tax cash flow than does current period tax expense on average over our entire sample period. To assess incremental explanatory power, we estimate returns as function of both tax cash flow and tax expense, and test whether each measure is significant controlling for the other. We find that both measures have significant explanatory power for returns.
Finally, motivated by our finding that the relative explanatory power of tax cash flow and tax expense dramatically diverge following FIN 48, we compare the predictive ability and explanatory power of tax cash flow and tax expense (a) before and after the effective date of FIN 48 and (b) after FIN 48 across samples of firms with varying levels of FIN 48 reserves.
Practitioners express concern that the measurement and recognition rules of FIN 48 create liabilities that "vary significantly from the amount for which a tax position will ultimately be settled" (TEI 2011). Robinson, Stomberg and Towery (2016) provide evidence consistent with this concern, estimating on average that less than $0.50 of each dollar of FIN 48 liabilities are settled over a five-year period, and it is possible that some portion of that amount reflects non-cash settlements. One implication of this finding is that current period tax expense does not map well into future tax cash flow for firms with significant FIN 48 reserves. Indeed, we find that current period tax cash flow has greater predictive ability for future tax cash flow for firms with the highest FIN 48 reserves, but we estimate that tax expense dominates tax cash flow in explaining returns in this subsample. In fact, tax cash flow has no incremental explanatory power over tax expense in this subsample. Our finding that tax cash flow does not better explain returns for these firmsdespite the fact that current tax cash flow better predicts future tax cash flow -could mean that investors do not recognize the potential bias in tax expense for firms with FIN 48 reserves and, therefore, the FASB's proposed requirement to increase tax cash flow disclosures related to settlements of uncertain tax positions might be useful to investors.
Our study provides three contributions. First, we inform researchers, managers and regulators about which summary measure of taxes -tax cash flow or tax expense -is most value relevant to investors. Our results will be useful to future research exploring the valuation of tax avoidance (e.g., Ayers, Jiang, and Laplante 2009; Hanlon, Laplante and Shevlin 2005; Powers, Schmidt, Seidman and Stomberg 2017; Thomas and Zhang 2014) . Our finding that tax expense is more value relevant than tax cash flow for firms with tax uncertainty recorded under FIN 48 should be of interest to managers of firms engaging in uncertain tax avoidance. These managers might want to better explain the possible future resolution of unrecognized tax benefits and clarify how these reserves are mostly likely to affect future cash flow.
Second, our findings inform the FASB as it deliberates proposed changes to income tax disclosures. We believe our evidence suggests a benefit from increased disclosures of information related to income taxes paid. These results complement recent findings that more transparent tax footnote disclosures (Bonsall, Koharki and Watson 2017) and footnote disclosures that contain more quantitative information (Hutchens 2015) benefit financial statement users such as credit rating agencies and analysts. Third, we contribute to the literature examining the relation between cash flow, accruals and stock returns over time (Collins, Maydew and Weiss 199; Kim and Kross 2005; Bushman, Lerman and Zhang 2016) . Our finding that the predictive ability of tax expense for future tax cash flow decreases after FIN 48, which we attribute to increased complexity in the calculation of tax expense, is consistent with results in Bushman et al. (2016) that increases in nontiming-related accruals contribute significantly to the decline in the relation between accruals and future cash flow over time.
II. BACKGROUND AND RELATED LITERATURE The Relevance of Cash Flow and Accruals
Several studies evaluate the relevance of earnings, accruals and cash flow. As explained in Dechow (1994) , US GAAP alters the timing of cash flow recognition in accrual-based earnings with a focus on limiting managerial discretion. In some instances, these rules are beneficial because they prevent managers from providing optimistically biased projections of future cash flow to suit their own self-interest. In other instances, these rules are detrimental because they prevent managers from conveying private information. The results in Dechow (1994) are consistent with the notion that accounting accruals "provide a measure of short-term performance that more closely reflects expected cash flows than do realized cash flows" (35). Similarly, Dechow, Kothari and Watts (1998) develop an analytical model that suggests current-period earnings better predict future operating cash flow than does current-period cash flow, and that the difference varies with the firm's operating cycle. Their empirical results are generally consistent with predictions. In contrast, Finger (1994) shows that current-period cash flow is a better predictor of short-term future cash flow than earnings, but that earnings and cash flow are approximately equivalent for predicting longer-term cash flow. Thus, results are mixed regarding whether accrual-based or cashflow measures better predict future cash flow, on average.
Other papers examine the extent to which the relation between earnings, accruals and cash flow has changed over time. Kim and Kross (2005) argued to be preferred performance metrics for valuation. We contribute to the broad literature examining the relevance of cash flows and accruals by studying the predictive ability and valuerelevance of tax cash flow and tax accruals. We believe our results inform this broad literature to the extent that specific characteristics of income taxes allow us to learn something about similar accounts or about accruals and cash flows more generally. Below, we outline why the rules governing the calculation of tax expense may result in an accrual-based measure that has different relative relevance than total accruals or earnings. information that is most important to financial statement users" (FASB 2016, 1) . One of the FASB's main objectives relates to tax cash flow as the ED states that it aims to modify income tax disclosures to provide financial statement users with information about "the various components 6 FIN 48 allows companies to recognize only those tax benefits that are more likely than not to be sustained upon examination. This recognition provision imposes the assumption that each and every tax position on each return in each jurisdiction will be audited with certainty. Tax positions that meet the more-likely-than-not threshold are measured at the largest amount of benefit that is greater than 50 percent likely of being realized upon settlement. Robinson et al. (2016) estimate that less than 50 cents of every dollar of unrecognized tax benefits is lost to tax authorities over the subsequent five years, suggesting that the recognition and/or the measurement threshold required in FIN 48 is unrealistic for most corporate taxpayers. Additionally, these estimates do not isolate the amount of cash required to settle with tax authorities. This is a potentially important limitation because settlements can also occur with the taxpayer relinquishing tax attributes. In contrast to the findings in Robinson et al. (2016) , Ciconte, Donohoe, Liswosky and Mayberry (2016) estimate the association between FIN 48 reserves and cash taxes paid converges to one over a five-year window.
of income taxes that are measured differently or could affect prospects for net cash flows differently" (FASB 2016, 8) .
Despite the FAF's conclusion that currently disclosed income tax information might not be sufficiently aligned with investors' needs, particularly with respect to tax cash flow, we know of little archival research examining the relative usefulness of tax cash flow in relation to tax expense, or examining the extent to which investors rely on these measures of tax performance for firm valuation. In a related paper, Demeré, Li, Lisowsky and Snyder (2016) find that the smoothing effect of tax accruals increases the ability of current-period GAAP ETRs to predict future cash
ETRs. In contrast, we are interested in the relevance of tax cash flow relative to tax expense and how these relations have changed over time. Robinson et al. (2016) We extend the growing literature examining the relevance of tax information by examining changes in the predictive ability of tax cash flow and tax expense over the last 20 years, and by examining the relative and incremental value relevance of tax cash flow and tax expense. Our predictive ability results should be important to the FASB as it finalizes the ED because they provide large-scale empirical evidence on the extent to which additional income tax cash flow information could be decision-useful. Our study also furthers researchers and managers understanding of which tax information is most relevant to investors.
III. RESEARCH DESIGN Predictive Ability for Future Tax Cash Flow
The ED repeatedly emphasizes the importance of investors understanding the "prospects for cash flows" related to income taxes. 7 Thus, our first analysis tests the ability of current-period income tax cash flow and income tax expense to predict future income tax cash flow. We assess predictive ability using the methodology outlined in Kim and Kross (2005) and modified to test the predictive ability of tax cash flow and tax expense by Robinson et al. (2016) . Specifically, we estimate the following set of annual cross-sectional regressions to examine the relation between current period tax cash flow, current period tax expense, and one-year-ahead tax cash flow:
Tax Paid is income taxes paid (TXPD) and Tax Expense is income tax expense (TXT).
Both variables are scaled by total assets in the same year. The R 2 from equation (1c) shows the combined explanatory power of tax cash flow and tax expense for future taxes paid (R
Combined).
We use the R 2 s from the three equations to determine the incremental explanatory power of each measure over the other. Specifically, the difference in R 2 between equations (1c) and (1a) provides the incremental explanatory power of tax expense over tax cash flow (IncR Expense). We estimate these equations using both raw and percentile-ranked values of all variables, consistent with Kim and Kross (2005) . Estimating ranked regressions eliminates problems of comparing R 2 s over time and also allows us to compare coefficients.
Relative and Incremental Explanatory Power of Taxes Paid and Tax Expense
To test the relative explanatory power of tax cash flow and tax expense for returns, we follow the tests outlined in Francis et al. (2003) . We estimate contemporaneous raw returns as a function of both the levels of and changes in our tax measures. Our first set of pooled OLS regressions is below:
Returns are contemporaneous 12-month cumulative raw returns during fiscal year t. As outlined in Francis et al. (2003) , using 12 month returns allows us to "summarize the information used by investors" during the year to price securities (p. 162).
All independent variables are presented as both levels in year t and changes from year t-1 to t. 8 PT_Earn is pre-tax income (IB+TXT). Because Hayn (1995) finds the relation between returns and earnings varies for profits and losses, we allow for different coefficient estimates depending on whether pre-tax earnings are positive or negative. Following Francis et al. (2003), we include PT_Loss, which equals PT_Earn if PT_Earn < 0, and zero otherwise. We also include changes in pre-tax income from year t-1 to t with ∆PT_Earn. PT_CFO is pre-tax cash flow from operations (OANCF+TXPD). As above, PT_Outflow allows the coefficient to vary when 8 We obtain similar inferences (untabulated) if we exclude the levels of all variables and include only changes.
operations generate versus use pre-tax cash flow and ΔPT_CFO measures the year-over-year change.
We include both accrual and cash flow measures of pre-tax performance in our regressions to make certain that any difference in R 2 between equations (2a) and (2b) is due to differences in measures of income taxes and not to measures of pre-tax performance. 9 We expect the measures of pre-tax performance to control for information about taxes that can be derived from other financial statement information (e.g., absent tax planning and differences in tax rates across jurisdictions, total tax expense is 35% of pre-tax income). These measures also control for expected future profitability. To the extent performance follows a random walk, performance in year t is an acceptable proxy for expected performance in t+1. If the random walk assumption is not valid, including a stronger predictor of future performance, such as analysts' consensus earnings forecast or actual performance in t+1, might increase the overall explanatory power of equations (2a) and (2b). But we would not expect the increase in explanatory power to differ between equations (2a) and (2b). Thus, because we compare the explanatory power between regressions, how we control for expected future performance should not bias results as long as our control is consistent across equations.
We also include both the levels of and changes in tax cash flow or tax expense and allow coefficients to vary based on whether the values are positive or negative. returns. Because we make no prediction as to which model has greater explanatory power, we evaluate significance using two-tailed tests.
To test the incremental explanatory power of the measures, we estimate the following pooled OLS regression, which combines the tax measures from (2a) and (2b):
All variables are as defined above. Incremental explanatory power reflects the additional variation in returns that each income tax measure explains, controlling for the other measure. We test whether β1=β2=β3=0 to determine whether, combined, the taxes paid measures have incremental explanatory power for returns controlling for income tax expense. Similarly, we test whether γ1= γ2= γ3=0 to determine whether, combined, the income tax expense measures have incremental explanatory power for returns controlling for taxes paid. We assess statistical significance of the incremental value relevance in this nested model using an F statistic.
Sample
The sample is 87,470 firm-years from Compustat from 1993 through 2015 with information required to calculate necessary variables. There are 11,076 distinct firms in the sample. We begin the sample in 1993 because it is the effective date of ASC 740, the current US accounting standard governing accounting for income taxes.
10 Table 1 [Insert Table 1 here.] [Insert Table 2 here.]
IV. RESULTS
Predictive Ability for Future Tax Cash Flow TaxPaid = δ0 + δ1*YEAR + ε to test for a significant trend in the incremental explanatory power of Tax Expense and Tax Paid, respectively, for one-year-ahead cash taxes paid. For Tax Expense, we estimate δ1=-0.002 (p-value < 0.001), consistent with a significant decrease in explanatory power over our sample period. For Tax Paid, we estimate δ1=0.006 (p-value < 0.001), consistent with a significant increase in explanatory power over our sample period.
Expenset is significantly decreasing. Together, results in Table 3 suggest that tax cash flow is more relevant than tax expense. [Insert Figure 1 here.]
In untabulated analysis, we re-estimate the tests in Table 3 measuring future tax cash flow over a longer window. We define future tax cash flow as the sum of taxes paid (TXPD) from t+1 to t+5 scaled by the sum of total assets (AT) over the same period. Inferences from this analysis are qualitatively similar. These analyses confirm that current-period taxes paid have greater predictive ability for future tax cash flow than does current-period tax expense. Table 3 ; if stock price reflects discounted future cash flow, then we expect tax cash flow to dominate tax expense in explaining returns because it better predicts future tax cash flow and therefore total cash flow.
Relative and Incremental Explanatory Power of Tax Cash Flow and Tax Expense
[Insert Table 4 here.]
Results of testing the incremental explanatory power of each tax measure are in Panel B.
We show coefficient estimates and p-values for each variable and test the hypothesis that collectively the three variables capturing tax expense (taxes paid) are equal to zero. Rejecting this null hypothesis is consistent with tax expense measures having incremental explanatory power while controlling for taxes paid measures and vice versa. We reject the null hypotheses that tax cash flow measures jointly have no incremental explanatory power (β1= β2 =β3=0 (F=4.45)) and that tax expense measures jointly have no incremental explanatory power (γ1=γ2=γ3=0 (F=8.10)).
Thus, both tax expense and tax cash flow are value relevant, on average, controlling for the other.
Tests around FIN 48 and Tax Uncertainty
The recent ED specifically proposes increased disclosure of tax cash flow related to cash settlements of uncertain tax positions. FIN 48 requires firms to present a tabular reconciliation of the total amounts of unrecognized tax benefits at the beginning and end of the period, which includes the amount of decreases relating to settlements with tax authorities. In the ED, the FASB proposes requiring disaggregation of this settlements line item between those that require cash outlays and those that do not. For example, firms can settle with tax authorities by forfeiting deferred tax assets such as net operating loss carryforwards, which does not impact current period cash flow. However, settlements that use deferred tax assets could affect future cash taxes paid, because they reduce the amount of tax attributes available to offset future tax liabilities.
An assumption implicit in this proposal is that FIN 48 reserves do not map well into future cash flow (Robinson et al. 2016) , and that additional disclosure will help users better anticipate the future tax cash flow implications of uncertain tax avoidance. Indeed in its post-implementation review of FIN 48, the FAF concluded that the information provided by FIN 48 "may not be useful in estimating future cash flows because the recognition and measurement provisions [do not employ] a best-estimate approach for liabilities to be settled" (FASB 2016, 31) . In reinforcing this conclusion, users suggested disaggregated disclosures would be beneficial because they would "explain the consequences of an entity's tax strategies" (FASB 2016, 33 TaxExpense for firms without FIN 48 reserves cannot be attributed to FIN 48 reducing the predictive ability of tax expense for future tax cash flow. Instead, these subsample results could reflect the effect of increasing losses or valuation allowances. We do not explore these explanations in this draft because our focus is on how changes in accounting rules (rather than changes in economics) affect relevance. flow has greater predictive ability for future tax cash flow and if stock prices reflect investors' cash flow expectations, tax cash flow should have greater explanatory power for returns than tax expense.
[Insert Table 5 here.]
Explanatory Power
Results of evaluating the relative explanatory power of income tax measures before and after FIN 48 are in Panels B and C. Whereas taxes paid has greater relative explanatory power for returns prior to FIN 48, consistent with tax cash flow having greater predictive ability, we find that tax expense has greater explanatory power for returns after FIN 48. These results suggest tax expense is more value relevant after FIN 48 despite the fact the tax expense is less predictive of to rely more heavily on income tax expense for valuation. To the extent income tax accruals systematically bias estimates of future tax cash flow related to uncertainty, as suggested by Robinson et al. (2016) , investors' reliance on tax expense could lead to biased valuations. These results suggest that the FASB's proposed requirement to have firms disclose the portion of income tax reserves settled for cash could provide useful information to investors.
Tests around Foreign Intensity
Another fairly contentious proposal in the ED would require companies to report certain tax information for each material jurisdiction. After considering other proposals related to foreign operations including requiring information about deferred tax liabilities on unremitted foreign earnings by country, pre-tax income by country and details about factors that could change plans for repatriations, the Board decided these disclosures would be too costly and instead limited the proposals to requiring cash taxes paid by material jurisdiction. Although the recognition and measurement rules of FIN 48 suggest current period tax cash flow should have greater predictive ability for future cash tax flow such that enhanced cash flow disclosures related to uncertain tax avoidance will be decision useful, the predictions around foreign taxes are less clear. Thus, it is not obvious whether disclosures of cash taxes paid by material jurisdiction will significantly benefit users' ability to predict future tax cash flow.
For example, current period tax cash flow should have greater predictive ability than tax expense if a multinational entity does not assert that any of its foreign earnings are permanently reinvested and does not repatriate in the near future. In contrast, current period tax expense should have greater predictive ability than tax cash flow if the entity does not assert that any of its foreign earnings are permanently reinvested and does repatriate in the near future. Because the predictions are unclear, we do not tabulate tests of relevance based on the degree of foreign earnings or PRE.
However, in untabulated analysis, we find evidence that current period tax cash flow has greater predictive ability for future tax cash flow, but the magnitude of the incremental predictive ability is much smaller than what we estimate for the full sample.
14 Additionally, we do not find evidence that tax cash flow has greater relative explanatory power for returns among firms with foreign earnings. This casts doubt upon whether the proposed disclosures related to cash taxes paid to foreign jurisdictions will be sufficiently informative to financial statement users without additional information regarding PRE by jurisdiction or the expected timing of repatriations.
V. CONCLUSION
The FASB's recent ED on income tax disclosures aims to provide investors with information that is useful in forecasting future tax cash flow. Many of the proposed changes related to increased disclosure about taxes paid in the current period. We provide large-scale empirical evidence on the relevance of tax cash flow to assess whether enhanced disclosures of taxes paid are likely to be decision-useful to investors. Although we cannot directly test the decisionusefulness of these proposed disclosures as one could in an experimental setting, we nonetheless believe our archival evidence offers useful insights to the FASB as it continues to deliberate the ED. Further, we believe our findings are informative to researchers and managers who seek to better understand how investors value taxes.
We first assess the predictive ability of current period tax cash flow and tax expense for future tax cash flow. We find that the combined explanatory power of tax cash flow and tax expense has increased over time, and that this increase is attributable to the rising incremental predictive ability of tax cash flow. In contrast, we estimate a decrease in the predictive ability of tax expense over time. Together, these findings suggest that additional information about tax cash flow could enhance the decision usefulness of income tax disclosures for financial statement users.
We also find that the relative explanatory power of models including income taxes paid for contemporaneous returns is significantly greater than the explanatory power of models including tax expense, on average.
We then re-perform these tests separately using sample before and after FIN 48 as well as using samples of firms with varying levels of FIN 48 reserves. We find that current period tax cash flow has even greater predictive ability for future tax cash flow after FIN 48 than before, and for firms with larger FIN 48 reserves. However, include tax expense has greater relative explanatory power for returns than tax cash flow. Thus, investors do not appear to recognize that tax cash flow is more relevant than tax expense for firms with FIN 48 reserves. These inconsistent results suggest market inefficiencies, or differences in expected persistence, cash flow growth rates or risk among these subsets of firms (Kim and Kross 2005) . Although identifying the explanation underlying this pattern of results is beyond the scope of our study, our findings suggest the proposed requirement to have firms disclose the portion of income tax reserves settled in cash will be useful to investors and other financial statement users. We acknowledge, however, that additional disclosure might not be useful is users either fail to access the information or to adequately process it. Figure 1 presents the incremental and combined explanatory power (R 2 ) and coefficient estimates of current period tax cash flow and tax expense for predicting future tax cash flow. The sample is 87,470 observations with non-missing data from 1993-2015 to calculate variables required to estimate contemporaneous 12-month cumulative raw returns over fiscal year t as a function of pre-tax earnings, taxes paid and/or tax expense in year t. Table 1 shows the percentage of observations each year that report either PT_Loss (pre-tax income (PI) less than zero), PT_Outflow (pre-tax cash flow (OANCF+TXPD) less than zero), Tax Refund (income taxes paid (TXPD) less than zero) or Tax Benefit (income tax expense (TXT) less than zero). The sample is 87,470 observations with non-missing data from 1993-2015 to calculate required variables. Panel B presents descriptive statistics for variables used to estimate the relative and incremental explanatory power of tax cash flow and tax expense for returns. The sample is 87,470 observations with non-missing data from 1993-2015 to calculate required variables Returns are contemporaneous 12-month cumulative raw returns during fiscal year t. PT_Earn is pre-tax income (IB+TXT); PT_CFO is pre-tax cash flow (OANCF+TXPD); Tax Paid is income taxes paid (TXPD); Tax Expense is total income tax expense (TXT). All explanatory variables are presented as both levels in year t and changes from year t-1 to t, and all variables are scaled by market value of equity (PRCC_F*CSHO) in year t-1. All variables are presented as both levels in year t and changes from year t-1 to t, and are scaled by market value of equity (PRCC_F*CSHO) in year t-1: Returns are contemporaneous 12-month cumulative raw returns during fiscal year t; PT_Earn is pre-tax income (IB+TXT); PT_Loss is equal to PT_Earn if PT_Earn is less than zero, and zero otherwise; PT_CFO is pre-tax operating cash flow (OANCF+TXPD); PT_Outflow is equal to PT_CFO if PT_CFO is less than zero, and zero otherwise; Tax Paid is income taxes paid (TXPD); Tax Refund is equal to Tax Paid if Tax Paid is less than zero, and zero otherwise; Tax Expense is income tax expense (TXT); Tax Benefit is equal to Tax Expense if Tax Expense is less than zero, and zero otherwise. The period Pre-FIN 48 includes firm-years prior to the effective date of FIN 48 (fiscal year 2007 for most firms). The period Post-FIN 48 begins in fiscal year 2007. Standard errors clustered by year are presented in parentheses. *, **, *** denote significance at 10%, 5% and 1%, respectively. We use a Vuong (1989) test to determine whether the explanatory power of the model including tax cash flow information is greater than that of the model including tax expense information. All variables are presented as both levels in year t and changes from year t-1 to t, and are scaled by market value of equity (PRCC_F*CSHO) in year t-1: Returns are contemporaneous 12-month cumulative raw returns during fiscal year t; PT_Earn is pre-tax income (IB+TXT); PT_Loss is equal to PT_Earn if PT_Earn is less than zero, and zero otherwise; PT_CFO is pre-tax operating cash flow (OANCF+TXPD); PT_Outflow is equal to PT_CFO if PT_CFO is less than zero, and zero otherwise; Tax Paid is income taxes paid (TXPD); Tax Refund is equal to Tax Paid if Tax Paid is less than zero, and zero otherwise; Tax Expense is income tax expense (TXT); Tax Benefit is equal to Tax Expense if Tax Expense is less than zero, and zero otherwise. We omit observations where TXTUBEND is missing as well as firm-years before the effective date of FIN 48 (fiscal year 2007 for most firms). No Uncertainty equals one where TXTUBEND=0. Low Uncertainty (High Uncertainty) equals one for observations where (TXTUBEND/AT) is below the median (above the median) by year. Standard errors clustered by year are presented in parentheses. *, **, *** denote significance at 10%, 5% and 1%, respectively. We use a Vuong (1989) test to determine whether the explanatory power of the model including tax cash flow information is greater than that of the model including tax expense information. 
